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We are certified public accountants licensed to practice in Michigan.
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(P.A. 275 of 1980) or the lacal unit has not exceeded its budget for expenditures.

The local unit is in compliance with the Uniform Chart of Accounts issued by the Department of Treasury.
The local unit has adopted a budget for all required funds.

A public hearing on the budget was held in accordance with State statute.

The local unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or
other guidance as issued by the Local Audit and Finance Division.

The local unit has not been delinquent in distributing tax revenues that were collected for another taxing unit.
The local unit only holds deposits/investments that comply with statutory requirements.

The local unit has no illegal or unauthorized expenditures that came to our attention as defined in the Bulfetin for
Audits of Local Units of Government in Michigan, as revised (see Appendix H of Bulletin).

10.

n
M KMK MO0 ®@xXx O K YES
O OO0 Ox OO ® 0O N

There are no indications of defalcation, fraud or embezzlement, which came to our attention during the course of our audit
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INDEPENDENT AUDITOR'S REPORT

Addison Fire Department and Emergency Medical Service
Addison, Michigan

We have audited the accompanying financial statements of the governmental activities and each
major fund of the Addison Fire Department and Emergency Medical Service (the “Department”)
as of and for the year ended March 31, 2007, which collectively comprise the Department’s basic
financial statements as listed in the table of contents. These financial statements are the
responsibility of the Department’s management. Qur responsibility is to express opinions on
these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the basic financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities and each major fund of the
Addison Fire Department and Emergency Medical Service as of March 31, 2007, and the
respective changes in financial position thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

The management’s discussion and analysis and budgetary comparison information on pages 2-5
and 20-22, are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America.
We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion

rlél/@/s/{[rt’»k['&mfm\% GD C.

JonesvilleMMichigan
August 13, 2007
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ADDISON FIRE DEPARTMENT

AND EMERGENCY MEDICAL SERVICE
Management’s Discussion and Analysis

March 31, 2007

This section of Addison Fire Department and Emergency Medical Service’s financial report
presents our discussion and analysis of the Department’s financial performance during the fiscal
year ended March 31, 2007. It is best read in conjunction with the Department’s financial
statements that follow this section.

Usi his Annual Report

This annual report consists of a series of financial statements and notes to those statements.
These statements are organized so the reader can understand the Department financially as a
whole. The government-wide financial statements provide information about the activities of the
entire Department, presenting both an aggregate view of the Department’s finances and a
longer-term view of those finances. The fund financial statements provide the next level of detail
by telling how services were financed in the short-term as well as what remains for future
spending.

Reporting the Department as a Whole

One of the most important questions asked about the Department is “As a whole, what 1s the
Department’s financial condition as a result of the year’s activities?” The Statement of Net
Assets and the Statement of Activities, which appear first in the Department’s financial
statements, report information on the Department as a whole and its activities in a way that helps
you answer this question. We prepared these statements to include al/ assets and liabilities, using
the accrual basis of accounting, which is similar to the accounting used by most private-sector
companies. This basis of accounting takes into account all of the current year’s revenue and
expenses regardless of when cash 1s received or paid.

These two statements report the Department’s net assets - - the difference between assets and
liabilities, as reported in the Statement of Net Assets - - as one way to measure the Department’s
financial health, or financial position. Over time, increases or decreases in the Department’s net
assets - - as reported in the Statement of Activities - - are one indicator of whether its financial
health is improving or deteriorating. The relationship between revenues and expenses indicates
the Department’s operating results. However, the Department’s goal is to provide services to the
public, not to generate profits as commercial entities do. One must consider many other
nonfinancial factors to assess the overall health of the Department.

eporting the Department’s Most Significant Fu
The Department’s fund financial statements provide detailed information about the Department’s
most significant funds - - not the Department as a whole. Some funds are required to be

established by State law and by bond covenants. However, the Department may establish other
funds to help it control and manage money for particular purposes or to show that it is meeting
legal responsibilities for using certain taxes, grants, and other money.

Governmental fund reporting focuses on showing how money flows into and out of the funds and
the balances left at year-end that are available for spending in future periods. They are reported
using an accounting method called modified accrual accounting, which measures cash and all
other financial asseis that can readily be converted to cash. The governmental fund statements
provide a detailed shori-term view of the Department’s operations and the services it provides.
Governmental fund information helps you determine whether there are more or fewer financial

0.
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Management’s Discussion and Analysis
March 31, 2007

resources that can be spent in the near future to finance the Department’s programs. We describe
the relationship (or differences) between governmental activities (reported in the Statement of Net
Assets and the Statement of Activities) and governmental funds in a reconciliation.

The Department as a Whole
The following table provides a summary of the Department’s net assets as of the end of the

current and prior year:

TABLE 1 - NET ASSETS
2006 2007
Assets
Current Assets $ 405,680 $ 487425
Noncurrent Assets 1,875,807 1,785,990
Total Assets $2,281,487 $2,273,415
Liabilities
Current Liabilities $ 73,593 $ 68213
Noncurrent Liabilities 67,992 25,647
Total Liabilities $ 141,585 $ 93,860
Net Assets
Invested in Capital Assets - Net of
Related Debt $1,769,982 $1,726,268
Restricted 0 0
Unrestricted 369,920 453,287
Total Net Assets $2,139,902 $2,179,555
Total Liabilities and Net Assets $2,281,487 $2,273,415

The Department’s net assets were $2,179,555 at March 31, 2007, an increase of 1.85% from the
prior year. Invested in capital assets, net of related debt totaling $1,726,268 compares the original
cost, less depreciation, of the Department’s capital assets to long-term debt used to finance the
acquisition of those assets. Restricted net assets (if any) are reported separately to show legal
constraints from debt covenants or enabling legislation that limit the Department’s ability to use
those net assets for day-to-day operations. The remaining amount of net assets ($453,287) was
unrestricted. The $453,287 represents the accumulated results of all past year’s operations. The
operating results of the General Fund will have a significant impact on the change in unrestricted
net assets from year to year.

The results of operations for the Department as a whole for the current and prior year are
summarized in the following table:
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Management’s Discussion and Analysis

March 31, 2007
T - TA
2006 2007
Program Revenue
Charges for Services $ 613,854 $ 697,480
Operating Grants and Contributions 1,945 25
Capital Grants and Contributions 0 30,000
General Revenue
Unrestricted Investment Earnings 2,808 3,196
Other 15,473 29,510
Total Revenue $ 634,080 $ 7607211
Expenses
Public Safety - Fire & Ambulance $ 684,519 $ 717,727
Interest on Long-Term Debt 4,326 2,831
Total Expenses $ 688845 3§ 720,558
INCREASE (DECREASE) IN NET ASSETS § (54,765) $ 39,653

The cost of all our governmental activities this year was $720,558. These activities were mostly
funded by the municipalities who benefited from the programs ($697,480). We paid for the
remaining portion of our governmental activities with donations, interest earnings, and other
miscellaneous revenue, and accumulated surplus from prior years.

The Department experienced an increase in net assets of $39,653 for the current year. The change
in net assets differs from the change in fund balance, and a reconciliation appears on page 12 of
the financial statements.

The Department’s Funds

As we noted earlier, the Department uses funds to help it control and manage money for certain
purposes. Looking at funds helps the reader consider whether the Department is being
accountable for the resources taxpayers and others provide to it and may provide more insight into
the Department’s overall financial health. At March 31, 2007, the governmental funds reported a
fund balance of $466,807, which is an increase of $88,613 from last year.

General Fund Budgetary Highlights

At the end of the year, the Department amends its budget as it attempts to deal with changes in
revenue and expenditures. State law required that the budget be amended to ensure that
expenditures do not exceed appropriations. A schedule showing the Department’s original and
final budget amounts compared with amounts actually received and paid is provided in the
required supplemental information on pages 20-21 of the financial statements

Capital Asset and Debt Administration

At March 31, 2007, the Department had $1,785,990 (net of depreciation) invested in capital assets
that include land, buildings, vehicles, and equipment. This amounts represents a net decrease
(including additions, disposals, and depreciation) of $89,817.

-4
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“apital | Debt Administration (continued)

Capital assets at year-end were as follows:

2006 2007
Land § 22450 $ 22450
Buildings and Improvements 733,267 756,228
Fumiture and Equipment 310,494 310,494
Vehicles 1,496,613 1,496,613
Less: Accumulated Depreciation (687,017) (799,795)
Total Capital Assets, net of depreciation $ 1,875,807 $ 1,785,990

At March 31, 2007, the Department had an outstanding note payable of $59,722 from the
purchase of a fire truck in the 2003-04 fiscal year, and compensated absences payable of $13,520.

Factors Bearing on the Department’s Future

With the changing economic environment, the Department will be facing challenges of
maintaining the services we are able to provide today. With the rising costs of doing business
(fuel, insurance, and competitive wages for the level of service and training required today),
coupled with the declining revenue sharing, it will be difficult to balance income to expenditures.

Also, over the next 3 to 5 years, the Department should be looking to replace a 1992
Pumper/Tanker at a cost of around $450,000, and an ambulance will need to be replaced in the
next year or two at a cost of about $145,000. Some of the other apparatus that is likely nearing
the replacement age and condition would be the brush trucks (2) costing approximately $67,000
each.

Contacting the Department’s Management
This report is designed to give an overview of the financial conditions of the Addison Fire
Department and Emergency Medical Service. If you have any questions about this report or need
further information, please contact the Fire Chief at 319 E. Main Street, Addison, MI 49220,
telephone (517) 547-6776 or (517) 937-7940.
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ADDISON FIRE DEPARTMENT AND EMERGENCY MEDICAL SERVICE

STATEMENT OF NET ASSETS
MARCH 31, 2007
ASSETS
Current Assets
Cash and Cash Equivalents § 411,606
Accounts Receivable:
Municipal Ambulance Agreements 41,339
Ambulance Fees 34,480
Total Current Assets $ 487,425
Noncurrent Assets
Capital Assets:
Land § 22,450
Buildings and Improvements 756,228
Furniture and Equipment 310,494
Vehicles 1,496,613
Less: Accumulated Depreciation (799,795)
Total Noncurrent Assets $ 1,785,990
Total Assets $2273,415
LIABILITIES
Current Liabilities
Accounts Payable $ 6,964
Accrued Payroll 12,793
Accrued Payroll Taxes 861
Current Portion of Long-Term Debt 47,595
Total Current Liabilities $ 68,213
Noncurrent Liabilities
Notes Payable less Current Portion $ 12,127
Compensated Absences 13,520
Total Noncurrent Liabilities $ 25647
Total Liabilities $ 93860
NET ASSETS
Invested in Capital Assets, Net of Related Debt $ 1,726,268
Unrestricted 453,287
Total Net Assets $.2,179,555
Total Liabilities and Net Assets $2,273,415

The accompanying notes are an integral part of this statement.
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ADDISON FIRE DEPARTMENT AND EMERGENCY MEDICAL SERVICE
BALANCE SHEET - GOVERNMENTAL FUNDS
MARCH 31, 2007

Other Total
General Governmental Governmental
Fund Funds Funds
ASSETS
Cash and Cash Equivalents $411,606 $ 0 $411,606
Accounts Receivable:
Municipal Ambulance Agreemernts 41,339 0 41,339
Ambulance Fees 34,480 0 34,480
Total Assets $ 487.425 $ 0 $ 487,425
LIABILITIES AND FUND BALANCE
Liabilities
Accounts Payable $ 6,964 $ 0 $ 6,964
Accrued Payroll 12,793 0 12,793
Deferred Revenue 861 0 861
Total Liabilities $ 20618 $ 0 § 20618
Fund Balances
Unreserved and Undesignated 466.807 b 0 $ 466,807

Total Liabilities and Fund Balances $ 487,425 $ 0 $ 487,425

The accompanying notes are an integral part of this staterent.
-8 -



ADDISON FIRE DEPARTMENT AND EMERGENCY MEDICAL SERVICE
Reconciliation of Fund Balance on the Balance Sheet for Governmental Funds to
Net Assets of Governmental Activities on the Statement of Net Assets
March 31, 2007

Fund Balances - Total Governmental Funds $ 466,807
Amounts reported for governmental activities in the statement of net assets are different because:

Capital assets used in governmental activities are not financial

resources and therefore are not reported in the funds.
Add: Capital Assets 2,625,785
Deduct: Accumulated Depreciation (799,795)

Certain liabilities are not due and payable in the current period
and therefore are not reported in the funds.

Deduct: Notes payable (59,722)
Deduct: Compensated Absences (13,520)

Net Assets - Governmental Activities $2.219,555

The accompanying notes are an integral part of this statement.
0.



ADDISON FIRE DEPARTMENT AND EMERGENCY MEDICAL SERVICE

STATEMENT OF REVENUE, EXPENDITURES AND

CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS
FOR THE YEAR ENDED MARCH 31, 2007

REVENUE
Fire:

Municipal Fire Agreements:
Village of Addison
Township of Rollin
Township of Wheatland
Township of Woodstock
Village of Cement City

Interest

Miscellaneous

Donations

Total Fire Revenue
Ambulance:
Municipal Ambulance Agreements
Ambulance Fees
Interest
Miscellaneous
Donations

Total Ambulance Revenue

Total Revenue

EXPENDITURES
Fire:
Wages
Payroll taxes
Retirement
Operating supplies
Office supplies
Vehicle expense
Rent and utilities
Equipment maintenance
Insurance
Minor equipment
Training
Professional fees
Uniforms
Miscellaneous
Buildings
Capital Outlay
Total fire expenditures

(General

Fund

§ 20,776
65,130
31,164

102,213
3,500
1,082

11,592
— 30,000

$265,457

$ 316,426
158,271
2,114
17,918
25

$.494.754
$ 760,211

$ 79,500
4,800
4,500
1,288
2,591
5,627

16,561
11,134
25,611
4,118
2,647
600
1,218
3,821
3,744

__ 22961
$ 190,721

Other

Governmental

Funds

C O OO0 00

0
3§ 0
$

OO O D

[
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Total

Govermnmental

Funds

$ 20,776
65,130
31,164

102,213
3,500
1,082

11,592
— 30,000

265.4

$316,426
158,271
2,114
17,918
25

$ 494,754
$ 760,211

$ 79.500
4,800
4,500
1,288
2,591
5,627

16,561
11,134
25,611
4,118
2,647
600
1,218
3,821
3,744
22.961
$190.721



ADDISON FIRE DEPARTMENT AND EMERGENCY MEDICAL SERVICE
STATEMENT OF REVENLE, EXPENDITURES AND
CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS
FOR THE YEAR ENDED MARCH 31, 2007

(continued)
Other Total
General Governmental Governmental
Fund Funds Funds
Ambulance:
Wages $ 295,262 $ 0 $ 295,262
Payroll taxes 23,890 0 23,890
Retirement 9,022 0 9,022
Operating supplies 4,153 0 4,153
Office supplies 2,864 0 2,864
Vehicle expense 12,116 0 12,116
Billing service 5,740 0 5,740
Rent and utilities 17,794 0 17,794
Equipment maintenance 12,861 0 12,861
Insurance 32,226 0 32,226
Minor equipment 5,164 0 5,164
Training 2,825 0 2,825
Professional fees 1,690 0 1,690
Uniforms 1,112 0 1,112
Miscellaneous 1,480 0 1,480
Buildings 3,744 0 3,744
Total ambulance expenditures $431,943 b 0 $431.943
Total expenditures $ 622,664 § 0 $ 622,664
EXCESS OF REVENUE OVER
(UNDER) EXPENDITURES $ 137,547 $ 0 137.54
OTHER FINANCING SOURCES (USES)
Payments on Fire Truck Loan $ (48,934) $ 0 $ (48,934)
EXCESS OF REVENUE AND OTHER FINANCING
SOURCES (USES) OVER (UNDER) EXPENDITURES
AND OTHER FINANCING USES $ 88,613 $ 0 § 88,613
FUND BALANCES - APRIL 1, 2006 378,194 0 378.194

FUND BALANCES - MARCH 31, 2007 $ 466,807 $ 0 $ 466,807

The accompanying notes are an integral part of this statement.



ADDISON FIRE DEPARTMENT AND EMERGENCY MEDICAL SERVICE
Reconciliation of the Statement of Revenue, Expenditures and Changes in Fund
Balance of Governmental Funds to the Statement of Activities
For the Year Ended March 31, 2007

Net Changes in Fund Balance - Total Governmental Funds $ 88,613
Amounts reported for governmental activities in the statement of activities are different because:

Governmental funds report capital outlays as expenditures; however, in the
statement of activities, the cost of those assets s allocated over their estimated

useful lives as depreciation expense.
Add: Capital Outlay 22,961
Deduct: Depreciation Expense (112,778)

Repayment of debt principal is an expenditure in the governmental funds, but
not in the statement of activiiies. 46,103

Some expenses reported in the statement of activities do not require the use of current financial
resources and therefore are not reported as expenditures in the funds.

Deduct: Increase in accrual for compensated absences (5.246)
Change in Net Assets - Governmental Activities § 39,653

The accompanying notes are an integral part of this statement.
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ADDISON FIRE DEPARTMENT AND EMERGENCY MEDICAL SERVICE
NOTES TO FINANCIAL STATEMENTS
MARCH 31, 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Addison Fire Department and Emergency Medical Service was formed by municipalities in
the Addison, Michigan area to provide fire protection and ambulance services. Itis governed by a
board made up of representatives from each of the municipalities.

The accounting policies of Addison Fire Department and Emergency Medical Service conform to
accounting principles generally accepted in the United States of America (GAAP) as applicable
to governmental units. The Governmental Accounting Standards Department (GASB) is
responsible for establishing GAAP for state and local governments through its pronouncements
(Statements and Interpretations).

The following is a summary of significant accounting policies used by Addison Fire Department

and Emergency Medical Service:

Reporting Entity

A reporting entity is comprised of the primary government, component units and other
organizations that are included to ensure the financial statements are not misleading. The
primary government of the Addison Fire Department and Emergency Medical Service
consists of all funds, departments, boards and agencies that are not legally separate from the
Department.

Component units are legally separate organizations for which the Department is financially
accountable. Component units may also include organizations that are fiscally dependent on
the Department in that the Department approves their budget, the issuance of their debt, or
the levying of taxes. The Department has no component units.

Government-Wide and Fund Financial Statements

Government-Wide Financial Statements - The statement of net assets and the statement of
activities display information about the Department as a whole. These statements include the
financial activities of the primary government, except for fiduciary funds.

The government-wide statement of activities presents a comparison between direct expenses
and program revenues for each function or program of the Department’s governmental
activities. Direct expenses are those that are specifically associated with a service, program or
department and are therefore clearly identifiable to a particular function. Program revenues
include charges paid by the recipient of the goods or services offered by the program and
grants and contributions that are restricted to meeting the operational or capital requirements
of a particular program. Unrestricted investment income, and other items not properly
included among program revenues are reported as general revenues. The comparison of direct
expenses with program revenues identifies the extent to which each governmental function is
self-financing or draws from the general revenues of the Department.

Fund Financial Statements - Fund financial statements report detailed information about the
Department. The focus of governmental fund financial statements 1s on major funds rather
than reporting funds by type. Each major fund is presented in a separate column. Nonmajor
funds are aggregated and presented in a single column.

-13 -
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ADDISON FIRE DEPARTMENT AND EMERGENCY MEDICAL SERVICE
NOTES TO FINANCIAL STATEMENTS
MARCH 31, 2007

E1-S8 ARY IGNIFI T ACCOUNTING POLI continued

Measurement Focus and Basis of Accounting

The government-wide statements are prepared using the economic resources measurement
focus and the accrual basis of accounting. Revenue is recorded when earned and expenses are
recorded when the liability is incurred, regardless of the timing of the related cash flows.
Municipal ambulance agreements are recognized as revenue in the year for which the related
property taxes are levied by the participating townships. Municipal fire agreements and
ambulance fees are recorded as revenue when they are invoiced. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider have
been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenue is recognized as
soon as it is both measureable and available. Revenue is considered to be available if it is to
be collected with the current period or soon enough thereafter to pay liabilities of the current
period. For this purpose, the government considers revenue to be available if it is collected
within sixty days of the end of the current fiscal period. Expenditures generally are recorded
when the liability is incurred, as under accrual accounting. However, debt service
expenditures, expenditures relating to compensated absences, and claims and judgments are
recorded only when payment is due.

Under the modified accrual basis, municipal ambulance and fire agreements, ambulance fees,
interest, and grants are considered to be both measurable and available at fiscal year-end.
Grants received before the eligibility requirements are met are recorded as deferred revenue.

Financial Statement Presentation

The Department uses funds to maintain its financial records during the fiscal year. Fund
accounting is designed to demonstrate legal compliance and to aid management by
segregating transactions related to certain Department functions or activities. A fund is
defined as a fiscal and accounting entity with a self-balancing set of accounts.

The Department reports the following major governmental funds:
General Fund - The General Fund is the general operating fund of the Department. It is
used to account for all financial resources except those required to be accounted for in
another fund.

Assets, Liabilities, and Net Assets

Bank Deposits and Investments - Cash and cash equivalents are considered to be cash on
hand, demand deposits, and short-term investments with a maturity of three months or less.

Capital Assets - General capital assets result from expenditures in the governmental funds.
These assets are reported in the governmental activities column of the government-wide
statement of net assets but are not reported in the fund financial statements.

All capital assets are capitalized at cost {or estimated historical cost) and updated for additions
and retirements during the year. Donated fixed assets are recorded at their fair market values
as of the date received. The Department maintains a capitalization threshold of $2,500. The
Department does not possess any infrastructure. Improvements are capitalized; the cost of
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NOTE 1 - MARY IGNIFICAN NTING POLICIES (conti
normal maintenance and repairs that do not add to the value of the asset or matenally extend
an asset’s life are not. Interest incurred during the construction of capital assets 1s also
capitalized.

All reported capital assets are depreciated. Improvements are depreciated over the remaining
useful lives of the related assets. Depreciation is computed using the straight-line method
over the following useful lives:

Description Estimated Lives
Buildings & Improvements 50 years
Furniture & Equipment 5- 15 years
Vehicles 10 - 25 years
Com e e - It is the Department’s policy to permit management employees to

accumulate earned but unused vacation and sick pay benefits. Compensated absences are
accrued when incurred in the government-wide financial statements. A liability for these
amounts is reported in governmental funds only if they have matured, for example, as a result
of employee resignation, retirement, or death.

Long-Term Obligations - In the government-wide financial statements, all payables, accrued
liabilities and long-term obligations are reported as liabilities in the statement of net assets. In
the fund financial statements, the face amount of debt issued is reported as other financing
sources. Premiums received on debt issuances are reported as other financing sources, while
discounts are reported as other financing uses. Issuance costs are reported as debt retirement
expenditures.

Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results may differ from
those estimates.

NOTE 2 - WARDSHIP LIANCE, AND ACCOUNTABILITY

Budgetary Information - The budgetary process is prescribed by provisions of the State of
Michigan Budget Act and entails the preparation of budgetary documents within an established
timetable. The legal level of budgetary control has been established by the Department at the
line-item level. Any budgetary modifications may only be made by resolution of the Department.
All annual appropriations lapse at fiscal year end.

During the year ended March 31, 2007, the Department incurred expenditures in excess of the
amount appropriated. These variances are as follows:

Budget Actual Varijance

FIRE
Vehicle Expense $ 5,600 $ 5,627 $ 27
Rent and Utilities 16,500 16,561 61
Miscellaneous 3,800 3,821 21

Capital Outlay 20,361 22,961 2,600
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AMBULANCE
Operating Supplies 3,900 4,153 253
Rent and Utilities 17,600 17,794 194
Miscellaneous 1,450 1,480 30

NOTE 3 - DEPOSITS AND INVESTMENTS

State statutes authorize the Department to deposit and invest in the accounts of Federally insured
banks, credit unions, and savings and loan associations; bonds, securities and other direct
obligations of the United States, or any agency or instrumentality of the United States; United
States government or Federal agency obligations; repurchase agreements; bankers’ acceptance of
United States banks; commercial paper rated by two standard rating agencies within the two
highest classifications, which mature not more than 270 days after the date of purchase;
obligations of the State of Michigan or its political subdivisions which are rated as investment
grade; and mutual funds composed of investment vehicles which are legal for direct investment
by local units of government in Michigan. Financial institutions eligible for deposit of public
funds must maintain an office in Michigan. The Department’s investment policy makes no
further limitation on investments. As of March 31, 2007, the Department’s deposits are in
accordance with statutory authority.

The Department’s deposits and investments are subject to several types of risk, which are
examined in more detail as follows:

Credit Risk - Credit risk is the risk that an issuer or other counterparty to an investment will
not fulfill its obligations. The Department minimizes credit risk by limiting investments to
the types of securities allowed by State law. The Department has no policy that would further
limits its investment choices.

Concentration of Credit Risk - The Department places no limit on the amount the Department
may invest in any one issuer.

Custodial Credit Risk - Custodial credit risk for deposits is the risk that, in the event of a bank
failure, the government’s deposits may not be returned to it. The Department does not have a
formal policy for custodial credit risk. At March 31, 2007, the carrying amount of the
Department’s bank deposits was $411,606 and the bank’s balance was $415,675. Of the total
bank balance, $122,792 was covered by federal depository insurance and $292,883 was
uninsured. The Department believes that due to the dollar amounts of cash deposits and the
limits of FDIC insurance, it is impractical to insure all deposits. As a result, the Department
evaluates each financial institution with which it deposits funds and assesses the level of risk
of each institution. Only those institutions with an acceptable estimated risk level are used as
depositories.

Interest Rate Risk - Interest rate risk 1s the risk that the value of investments wiil decrease as a
result of a rise in interest rates. The Department has no policy that specifically identifies
interest rate risk.

Foreign Currency Risk - The Department is not authorized to invest in investments which
have this type of risk.
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NOTE 4 - RECEIVABLES

Receivables at March 31, 2007, consist of municipal ambulance agreements and ambulance fees.
Municipal ambulance agreements are considered collectible in full due to the collectibility of the
related property taxes. Ambulance fees receivable are shown as net of estimated uncollectible

amounts.

A summary of the principal items of receivables follows:

Municipal Ambulance Agreements
Ambulance Fees

NOTE S - CAPITAL ASSETS

$ 41,339
34,480

$ 75,819

Capital asset activity for the fiscal year ended March 31, 2007, was as follows:

Capital assets not being depreciated
Land
Total

Capital assets being depreciated
Buildings & Improvements
Furniture & Equipment
Vehicles

Subtotal

Less accumulated depreciation for
Buildings & Improvements
Furniture & Equipment
Vehicles

Subtotal
Total

Total capital assets, net

NOTE 6 - L - BT

Beginning

Balance Additions  Deletions
§ 22450 § (U § 0
§ 22450 % ¢ 3 0
$ 733267 § 22961 § 0

310,494 0 0
1,496,613 0 0
$2540374 § 22961 § @ O
$ (29,330) § (15125 § 0
(113,235) (24,769) 0
_(344452) _ (72884) 0
$ (687,017) $§ (112778 § O
$1,853357 § (898I7) § 0
$1,875,807 § (89,817) § 0

Ending
Balance

224
3 22450

$ 756,228
310,494
1,496,613

$2,563,335

S (44,455)
(138,004)
—(617.336)

$ (799,795)
$1.763,540
$ 1,785,990

The Department purchased a 2003 Pierce Fire Truck on June 27, 2003 for $370,420. The truck

was partially financed through $225,000 note with United Bank & Trust.

The note requires

quarterly payments of $12,233.50 including interest at 3.0% through July 1, 2008. The fire truck

serves as collateral for the loan.

The following is a summary of changes in long-term debt for the year ended March 31, 2007:

Balance Balance Due Within
Description and purpose March 31, 2006 Increases Decreases  March 31, 2007 One Year
Compensated Absences $ 8,274 $ 5,246 $ 0 $ 13,520 $ 0

Note payable
$ 114,099

$ 5,246

$ 46,103

§ 73,242

10585 0 __ 46,103  _59722  _ 47,595

$ 47,595
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NOTE 6 - LONG-TERM DEBT (continued)
The amounts needed to retire long-term debt at March 31, 2007, including $1,446 interest, are as
follows:

Note Payable
Year ended March 31, 2008 $ 48,934
2009 12,234
Total $ 61,168
7- P BULANCE A M

Addison Fire Department and Emergency Medical Service provides fire service and ambulance
service to five local municipalities. The fire service agreement calls for cost sharing to be billed
quarterly, based on a percentage of annual budgeted expenditures. The percentage is determined
by the average number of fire alarms within each municipalities during the previous three years.
The percentages used for the 2006-07 fiscal year were as follows:

Woodstock Township 47.67%

Rollin Township 30.33%

Wheatland Township 15.00%

Village of Addison 10.00% (minimum)
Village of Cement City $3,500 flat rate

For ambulance services, a millage of 1.0 mill (subject to Headlee rollback limitations) is levied in
each of the three townships, voted specifically for provision of ambulance services by the
Addison Fire Department and Emergency Medical Service. This revenue is recorded as Service
Agreement Revenue in an amount equal to the total taxes levied, which was $300,401 for tax year
2006. The Fire Department also receives a portion of a .40 mill ambulance levy in Hillsdale
County, allocated by the Hillsdale County Commissioners ($16,025 for the year).

NOTE 8 - DEFINED BENEFIT PENSION PLAN

Plan Description

The Fire Department participates in the Municipal Employees Retirement System of Michigan
(MERS), an agent multiple-employer plan administered by the Retirement Department of MERS.
The plan provides retirement and disability benefits, annual cost-of-living adjustments, and death
benefits to plan members and beneficiaries. Act No. 427 of the Public Acts of 1984, as amended,
establishes and amends the benefit provisions of the participants in MERS. MERS issues a
publicly available financial report that includes financial statements and required supplementary
information. The report may be obtained by writing to the MERS, 447 N. Canal Road, Lansing,
Michigan, 48917, or by calling (800) 767-6377.

Funding Poli

The Department is required to contribute at an actuarially determined rate designed to accumulate
sufficient assets to pay benefits when due. The current requirement is 10.8% of covered wages.
The contribution requirements of the Department are established by Act No. 427 of the Public
Acts of 1984, as amended, and may be amended by MERS. The contribution requirements of
plan members, if any, are established and may be amended by the Department.

Annual Pension Cost

For the year ended March 31, 2007, the Fire Department’s pension cost was $13,522. The
required contribution was determined as part of a December 31, 2006 actuarial valuation using the
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NOTE 8 - DEFINED BENE INSION PLAN (continued)

entry age normal actuarial method. The actuarial assumptions included (a) a rate of return on the
investment of present and future assets of 8.0%, (b) projected salary increase of 4.5% per year
compounded annually, attributable to inflation, and (c) additional projected salary increases based
on an age-related scale to reflect merit, longevity and promotions. The actuarial value of MERS
assets was determined on the basis of a valuation method that assumes the fund earns the
expected rate of return, and includes an adjustment to reflect market value. The Fire
Department’s unfunded actuarial accrued liability is being amortized as a level percentage of
payroll on an open basis.

['hree-Year Trend Information

Fiscal Annual Percentage Net
Year Pension of APC Pension
Ending Cost (APC) Contributed Obligation
3/31/05 $ 15,479 100% 0
3/31/06 14,266 100% 0
3/31/07 13,522 100% 0
Schedule of Funding Progress
Actuarial
Accrued UAAL asa
Actuarial  Actuarial Liability Assets in Percentage of
Valuation Value of (AAL) - Excess of Funded Covered Covered
Date Assets  Nommal Cost AAL Ratio Payroll ayroll
12/31/04 $ 13,272 $ 14,584 $ (1,312) 91% $119,812 1%
12/31/05 27,843 34,866 (7,023) 80% 128,008 5%
12/31/06 44,145 94.542 (50,397) 47% 128,098 39%
TE 9 - RISK T

The Fire Department is exposed to various risks of loss related to property loss, torts, errors and
omissions, and employee injuries, as well as medical benefits provided to employees. The Fire
Department has purchased commercial insurance for each of these areas as risk. There has been
no significant reduction in insurance coverages and settled claims have not exceeded the amount
of insurance coverage in any of the past 3 years.

NOTE 10 - UNEMPLOYMENT TAXES

The Fire Department is a reimbursing employer to the Michigan Unemployment Insurance
Agency and as such is responsible to pay the Agency for those benefits paid and charged to its
account., As of March 31, appropriate liabilities have been recorded for all claims paid by the
Agency. However, no provision has been made for future payments that might result from claims
in process or unfiled.
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ADDISON FIRE DEPARTMENT AND EMERGENCY MEDICAL SERVICE
BUDGETARY COMPARISON SCHEDULE
GENERAL FUND
FOR THE YEAR ENDED MARCH 31, 2007

Actual
Over (Under)
Original Amended Amended
Budget Budget Actual Budget
Beginning of Year Fund Balance $ 378,194 $ 378,194 $§ 378,194 § 0
Resources {(Inflows)
Fire:

Municipal Fire Agreements:

Village of Addison 20,776 20,776 20,776 0

Township of Rollin 65,130 65,130 65,130 0

Township of Wheatland 31,164 31,164 31,164 0

Township of Woodstock 102,213 102,213 102,213 0

Village of Cement City 3,500 3,500 3,500 0

Interest 500 500 1,082 582

Miscellaneous 5,000 5,000 11,592 6,592

Donations 0 0 30,000 30,000

Ambulance:

Municipal Ambulance Agreements 289,250 289,250 316,426 27,176

Ambulance Fees 135,000 135,000 158,271 23,271

Interest 2,000 2,000 2,114 114

Miscellaneous 6,500 6,500 17,918 11,418

Donations 0 0 235 25

Amounts Available for Appropriation  $1,039,227 $1,039,227 $1,138405 § 99,178

Charges to Appropriations {Outflows)

Fire:
Wages $ 79500 $ 79500 $ 79,500 $ 0
Payroll Taxes 4,800 4,800 4,800 0
Retirement 4,500 4,500 4,500 0
Operating Supplies 3,250 1,350 1,288 (62)
Office Supplies 2,500 2,600 2,591 )
Vehicle Expense 6,500 5,600 5,627 27
Rent and Utilities 17,000 16,500 16,561 61
Equipment Maintenance 7,000 11,200 11,134 (66)
Insurance 19,000 25,650 25,611 (39)
Minor Equipment 7,250 4,250 4,118 (132)
Training 1,750 2,650 2,647 3
Professional Fees 1,000 600 600 0
Uniforms 1,000 1,250 1,218 (32)
Miscellaneous 3,000 - 3,800 3,821 21
Buildings 5,000 5,100 3,744 (1,356)
Capital Outlay 0 20,361 22,961 2,600
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Actual
Over (Under)
Original Amended Amended
Budget Budget Actual Budget
Ambulance:

Wages $ 299,000 $ 299,000 § 295,262 $ (3,738)
Payroll Taxes 27,500 24,050 23,890 (160)
Retirement 10,500 9,100 9,022 (78)

Operating Supplies 4,500 3,500 4,153 253
Office Supplies 2,500 2,500 2,864 (36)
Vehicle Expense 6,500 12,300 12,116 (184)
Billing Service 5,500 5,750 5,740 (10)

Rent and Utilities 13,500 17,600 17,794 194
Equipment Maintenance 6,000 13,000 12,861 (139)
Insurance 22,000 32,300 32,226 (74)
Minor Equipment 8,500 5,300 5,164 (136)
Training 3,000 2,900 2,825 (75)
Professional Fees 1,500 1,700 1,690 (10)
Uniforms 2,000 1,200 1,112 (88)

Miscellaneous 2,750 1,450 1,480 30
Buildings 5,000 5,100 3,744 (1,356)
Capital Outlay 17,500 17,500 0 (17,500)

Debt Service:

Fire Truck Loan Payments 30,000 49,000 48,934 (66)
Total Charges to Appropriations $ 650,800 $ 693761 $ 671,598 § (22,163)

End of Year Fund Balance $ 388,427 % 345466 § 466,807 % 121,341

The accompanying notes are an integral part of this statement.
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August 13, 2007

Addison Fire Department and Emergency Medical Service
Addison, Michigan

In planning and performing our audit of the financial statements of Addison Fire Department and
Emergency Medical Service (the “Department™) as of and for the year ended March 31, 2007, in
accordance with auditing standards generally accepted in the United States of America, we
considered the Department’s internal control over financial reporting (internal control) as a basis
for designing our auditing procedures for the purpose of expressing our opinions on the financial
staterments, but not for the purpose of expressing an opinion on the effectiveness of the
Department’s internal control. Accordingly, we do not express an opinion on the effectiveness of
the Department’s intemmal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified
certain deficiencies in internal control that we consider to be significant deficiencies and other
deficiencies that we consider to be material weaknesses.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or a
combination of contro] deficiencies, that adversely affects the entity’s ability to initiate,
authorize, record, process, or report financial data reliably in accordance with generally accepted
accounting principles such that there is more than a remote likelihood that a misstatement of the
entity’s financial statements that is more than inconsequential will not be prevented or detected
by the entity’s intemal control. We consider the following deficiency to be a significant
deficiency in internal control.

Compensated Absences

The Department has a policy that permits management employees to accumulate earned but
unused vacation and bereavement pay benefits; however, the policy does not state how or if
accumulated benefits would be paid out upon separation from employment. We recommend
that the policy be amended to address this issue.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s intemal control. We believe that the following
deficiency constitutes a material weakness.
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The Department does not have procedures in place to prepare financial statements in
accordance with accounting principles generally accepted in the United States of America,
including procedures to record accruals for revenue and expenditures, to track changes in
capital assets, and to present required financial statement disclosures. We recognize the time
and expense that would be required to obtain the necessary training and expertise to perform
this task internally. We recommend that you continue to carefully review the draft financial
statements and notes prepared by your external auditors prior to approving them and
accepting responsibility for their content and presentation.

In addition, we noted other matters involving the internal control and its operation that we did
not consider to be significant deficiencies or material weaknesses.

Annual Budget

State law requires that a public hearing be held by the legislative body before passage of
the annual budget. We recommend that the required public hearing be held and
documented in the minutes at your March meeting each year. Information regarding the
hearing should also be included in your public notice prior to the meeting.

We further recommend that the budget be monitored carefully and amended when
necessary to avoid any over-expenditure.

This communication is intended solely for the information and use management, the Fire Board,
and others within the Department, and is not intended to be and should not be used by anyone
other than these specified parties.
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Jonesville, Michigan
August 13, 2007



